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Financial Highlights 

TOYS"R"US, INC. AND SUBSIDIARIES 


(Dollars in millions except per share data) Fiscal Year Ended 



Jan. 30, 

Jan. 31, 

Feb.l, 

Feb. 3, 

Jan. 28, 

Jan. 29, 

Jan, 30, 

Feb. 1, 

Feb. 2, 

Jan. 28, 


1999* 

1998 

1997* 

1996* 

1995 

1994 

199.3 

1992 

1991 

1 990 

OPERATIONS: 











Net Sales 

$11,170 

$11,038 

$ 9,932 

$ 9,427 

$ 8,746 

$ 7,946 

$ 7,1 69 

$ 6,124 

$ 5,510 

$ 4,788 

Net (Loss)/Eamings 

(132) 

490 

427 

148 

532 

483 

438 

340 

326 

321 

Basic (Loss)/Earnings 

Per Share 

(0.50) 

1.72 

1.56 

0.54 

1.88 

1.66 

1.51 

1.18 

1.12 

1.1 1 

Diluted (Loss)/Earnings 

Per Share 

(0.50) 

1.70 

1.54 

0.53 

1.85 

1.63 

1.47 

1.15 

1.11 

1.09 

FINANCIAL POSITION AT YEAR 

END: 









Working Capital 

$ 106 

$ 579 

$ 619 

$ 326 

$ 484 

$ 633 

$ 797 

$ 328 

$ 177 

$ 238 

Real Estate-Net 

2,354 

2,435 

2,411 

2,336 

2,271 

2,036 

1,877 

1,751 

1,433 

1,142 

Total Assets 

7,899 

7,963 

8,023 

6,738 

6,571 

6,150 

5,323 

4,583 

3,582 

3,075 

Long-Term Debt 

1,222 

851 

909 

827 

785 

724 

671 

391 

195 

173 

Stockholders' Equity 

3,624 

4,428 

4,191 

3,432 

3,429 

3,148 

2,889 

2,426 

2,046 

1,705 

NUMBER OF STORES AT YEAR END: 









Toys"R"Us - United States 

704 

700 

682 

653 

618 

581 

540 

497 

451 

404 

Toys"R"Us - International 

452 

441 

396 

337 

293 

234 

167 

126 

97 

74 

Kids"R"Us - United States 

212 

215 

212 

213 

204 

217 

211 

189 

164 

137 

Babies"R"Us - United States 

113 

98 

82 

- 

- 

- 

- 

- 

- 

- 

Total Stores 

1,481 

1,454 

1,372 

1,203 

1,115 

1,032 

918 

812 

712 

615 


*After restructuring and other charges. 


o 



To Our Stockholders 

1998 was indeed a year of enormous challenge and change. 
We've spent the year intensively reviewing every aspect of 
our business and making some tough calls aimed at 
repositioning our worldwide business. Key elements of 
our strategic plan include a Total Solutions Strategy focused 
on our C-3 plan, which includes the reformatting and 
repositioning of our toy stores; development of a customer- 
driven culture; expanding product development; improving 
our customer value proposition; accelerating our supply 
chain management program; and expanding our channels 
of selling. In conjunction with these restructuring efforts, we 
have been proactively rebuilding and reshaping a stronger 
management team which will serve to build the foundation 
for repositioning your Company in the years ahead. We 
believe that the sum total of these efforts will serve as the 
springboard toward implementing our expanded vision 
for the future: to position Toys"R"Us as the worldwide 
authority on kids, families and fun. 

Before outlining our strategic initiatives, let's take 
a quick look at 1998. 


1998 Financial Summary 

From a financial standpoint, 1998 was a disappointing year. 
Our sales totaled $11.2 billion, which represented a 1.2% 
increase over the $11.0 billion reported last year. Comparable 
store sales in our U.5. toy stores declined by 4% while our 
International toy store sales declined by 2%, in local currency. 
A key factor behind these sales declines was the much- 
publicized weakness in the overall worldwide toy industry 
which was cycling against very strong sales of virtual pets, 
action figures and plush a year ago. In addition, the lower 
sales also reflect retail price deflation in the video game 
hardware and software category, as well as the deflationary 
impact of clearance merchandise sales related to our 
previously-announced inventory reduction programs. 

Comparable sales at Kids"R"Us were down 2%. Nonetheless, 
it is worth noting that comparable store apparel sales were 
considerably stronger in our 65 "combo" stores where we 
have reallocated roughly 6,000 square feet of Kids"R''Us 
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Chief Executive Officer 


apparel into existing Toys"R"Us stores. We believe this 
underscores the important role of apparel in all our future 
"R"Us store configurations. 

At Babies"R"Us, we're very pleased to report a record 
performance for 1998. Comparable store sales were up 
almost 20%. We now operate 118 Babies"R"Us stores 
nationwide and are the market share leader in the juvenile 
specialty category. Needless to say, we are extremely 
pleased with the performance of this division and plan to 
continue our aggressive expansion with approximately 
20 new stores slated for '99. 

Largely as a result of these sales trends, our net earnings, before 
restructuring and other charges, were $376 million or $1.41 per 
share. Including the restructuring and other charges of $698 
million, ($508 million net of taxes) the Company incurred a 
net loss of $132 million or $0.50 per share for 1998. 
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199fi Restructuring Benefits 

We ended 1998 a much healthier and vibrant company. This was 
attributable to some tough strategic decisions that will shape the 
Company's future. We recorded restructuring and other charges 
of $508 million net of taxes, which caused the Company to 
incur a net loss in 1998. The impact of making these tough calls 
will be evident in our future operations, growth and financial 
performance. These charges are the result of an exhaustive 
review of all our operations in 1998 from both a strategic and 
an Economic Value Added ("EVA B ") perspective. These reviews 
prompted the following significant actions: 

• The closing and/or downsizing of approximately 50 toy stores 
in the International arena, predominantly in continental Europe, 
and about 9 U.S. toy stores which do not meet the Company's 
strategic or financial objectives. This will free our management 
to focus on higher return opportunities; 

• The conversion of 28 existing U.S. toy stores into "combo" 
stores, which will enable us to close 31 nearby Kids"R"Us stores. 
In addition to reducing operating costs and releasing working 
capital, this will allow us to enhance our productivity by further 
expanding kids' apparel into additional Toys"R''Us stores; 

• The consolidation of several distribution centers and over 
half a dozen administrative offices. These actions will reduce 
administrative support functions in the U.S. and Europe, which 
will not only generate selling, general and administrative 
efficiencies, but "flatten" our organization and bring our 
management even closer to our stores and customers; 

• The continuation of taking aggressive markdowns on clearance 
product to optimize inventory levels, accommodate new product 
offerings and accelerate our store reformatting. In conjunction 
with the initial stages of our supply chain re-engineering, we 
have already been able to reduce same store inventories in all 
our divisions by over $560 million or 24% at year end 1998, with 
roughly #480 million or 31% of this favorable swing coming from 
reduced inventory in the U.S, toy stores division alone. This 
brought us into the new year with heightened merchandise 
flexibility and increased "open to buy" as we begin the rollout 

of the initial phase of our store reformat program in 1999. 

One of our other key priorities in 1998 was to build a strong 
executive team, and we are well on our way towards assembling 
a truly outstanding management team. Since the beginning of 
'98, more than 50 percent of our officer team has either joined 
the company from the outside, or has been promoted or 
transferred to new assignments, bringing fresh perspectives 
and proven skills to our business. 


It is obvious our 1998 sales and earnings were not what 
we wanted them to be. However, we've spent a year making 
tough calls and hard decisions, and we're now ready to move 
forward stronger and more focused than ever. 

Total Solutions Strategy 

Our restructuring program, in September 1998, was the first step 
required to launch a winning strategy for Toys"R"Us - a strategy 
which will realign our assets, organization and thinking based on 
customer-driven priorities in a more competitive marketplace. 

In the "R"Us brand, we have one of the best-known brand names 
in the world: our challenge is to more effectively develop this 
strong customer franchise potential. Today's retail marketplace 
demands stores that are exciting, easy to shop and customer- 
friendly. While our selection is still superior to our competitors, 
that alone is not compelling enough to rebuild market share and 
brand loyalty. We must become more focused on developing 
greater everyday customer value in terms of price, service and 
the total shopping experience. 

To fulfill these objectives, we are moving into the second 
phase of our Total Solutions Strategy in 1999. 



We are rebuilding our 
“worlds" around theirs. 


C-3 - More Than Just a Store 

Over the next two years, the C-3 plan will include the 
implementation of new merchandise as well as customer 
service, store layout, price/value and supply chain improvements 
that provide an integrated approach to maximizing 
customer potential. 

This has led our new management team to develop an 
initiative that is a Customer driven . . .Cost effective . . . 

Concept delivering sustainable, long-term performance. C-3 
is a total customer solution involving every facet of our 
Company from merchandising and replenishment to 
operations and people development. 

In October 1998, we started our C-3 development operationally 
in nine stores to "stress test" a new, more customer-friendly 
store layout during our high sales season. We proved that our 
operations could handle high velocity seasonal inventory flow 
despite a 33% smaller backroom, and that we could maintain 
acceptable in-stock conditions despite an entirely new operating 
approach. We are encouraged by the positive customer reaction 
to these stores, and are experiencing positive sales trends, even 
though a majority of C-3 merchandise enhancements will not 
be implemented until mid-1999. 

Based on the positive results of this initial operational phase 
of C-3, we are even more committed to the 1999 conversion 
of approximately 200 U.S. stores, which will include the 
development of many new merchandising "worlds." We will 
also retrofit the front end in an additional 125 stores this year to 
include the R Zone (teen electronics), promotional product and 


easier customer access. The C-3 Total Solutions Strategy consists 
of an easier-to-shop store layout, an expanded merchandise 
offering, a higher standard of customer service and a more 
effective supply chain approach that will enable us to build 
long-term performance improvement. Over the next few years we 
will align our organization, capital investments and operating 
approach to fully focus on the following C-3 objectives: 

* Store Repositioning 

Our stores must be made easier to shop and present 
merchandise in a more dynamic selling environment. The C-3 
store layout creates wider aisles, more feature opportunities 
and end-caps, shops and logical category adjacencies - all 
designed to improve customer shopping patterns and 
experience. The sales floor has been expanded by 20% with 
a one-third reduction in the size of our backrooms. 

■ Customer-Driven Culture 

The customer must experience a higher level of service in our 
stores. To accomplish this, we are streamlining our organization 
and operating processes to allow us to invest more in sales 
floor staffing, associate product knowledge training, and 
improving overall customer-friendly service. We are also 
intensifying our in-store informational graphics and product 
inter-activity to give our customers access to more substantial 
product knowledge on a "self-service" basis. 


R Zone, the new “hot spot" for 
teens, features the newest in 
electronics and video. 






Families love shopping 
at our- newest location: 
www, toys ms. com * 


* Product Development 

We must give our customers more reasons to shop our stores. 
Based on the results of extensive customer research, we have 
created merchandise "worlds." Each "world" has a unique 
customer franchise from juvenile (Mom and her baby), to 
R Zone electronics and video products (the "cool" spot 
for teenage customers). Each "world" will establish its own 
business plan and has a complete support team to develop 
its business from product sourcing to customer advertising 
and promotion. 

The "worlds" presently being developed are: 

* R Zone (video, electronics, computer software, 
related products) 

* Action and Adventure (action figures, diecast cars, etc.) 

* Girls (dolls, collectibles, accessories, lifestyle products) 

* Outdoor Fun (bikes, sports, playsets) 

* Pre-School (toys, accessories) 

* Seasonal (Christmas, Halloween, Summer, etc.) 

■ Juvenile (baby products and 0-4 apparel) 

* Learning Center (educational and developmental products) 

* Family Fun (games and puzzles) 

1999 will see a majority of the new "world" product selection 
and merchandising included in our C-3 rollout. 

In addition, emphasis on proprietary product, private label, 
and branded exclusives will continue to be a significant part 
of our product development strategy. Retail sale of proprietary, 
exclusive and private label merchandising was up significantly 
in 1998, and we are targeting to double this business over 
the next three years. 

Customer Value Proposition 

The "R"Us brand must take on new dimensions of significant 
value to our customers. We are evaluating our pricing model 
to assure an everyday, competitive position on key products. 
We are more aggressively pursuing high demand and closeout 
product opportunities to bring more special price values to our 
customers in 1999. We also see a great opportunity to further 
leverage our substantial "R"Us customer database through the 
creation of a Loyalty Marketing Program, which will be piloted 
in several metropolitan markets in 1999. The mandate for our 
new team in marketing is quite dear: sharpen our advertising, 
promotion and "R"Us brand-building efforts. 

Supply Cham 

The first step in improving our supply chain management in 
1998 was to unclog slow turning inventory from our stores. 

Our inventory reduction program will allow us to transform 


our stores' physical and merchandising layout This will be 
completed in 1999. These actions will allow us to create a 
more customer-driven product flow, improve turns, effectively 
manage space for product productivity and operationally have 
the right product ...at the right place ...at the right time. 

E-Commerce 

We are extending our presence beyond our stores by expanding 
our channels of selling to our customers. We will be wherever 
our customers are, and that includes mediums such as 
mail-order catalogs and electronic commerce, 

1998 marked our entry into the exciting world of electronic 
commerce with the introduction of Internet shopping through 
www.toysrus.com. Following our launch on the Internet last 
June, traffic to our website has grown significantly. We are 
upgrading our capacity to meet the growing demand and we 
are committed to making this site a dominant force in online 
retailing. We are presently aligning our distribution, buying and 
brand strengths to more broadly impact the Internet in 1999. 
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"Worldwide Authority on Kids, 
Families and Fun" - 
The ''R"Us Potential 

Most of us grew up as Toys"R"Us kids. We strongly 
believe that our Company's success and growth as 
we proceed into the next millennium will be tied 
to our unique ability to delight our valued customers 
- past, present and future. We must captivate their 
imaginations and introduce them to the exciting 
and fun world of limitless possibilities that the 
"R''Us family is committed to providing: a world 
where they know they are the most important 
ingredient in everything we do. 

These are aggressive goals that require a total 
commitment to our customers, dramatic cultural 
change in our organization and a clear, strategic 
vision that effectively mobilizes the substantial 
resources of our Company. It will take time. 

It will not be easy. But we believe in the strength 
and potential of the "R"Us customer franchise, 
and we most importantly believe that the people 
in the Toys"R"Us organization worldwide have 
what it takes to create a strong, successful 
future for all of us. 

That future begins now. 

Sincerely, 



Chief Executive Officer 
March 29, 1999 
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Everyday, a new 
customer is born. 


Management’s Discussion and Analysis 

RESULTS OF OPERATIONS AND FINANCIAL CONDITION 


Results of Operations* 

The Company's total sales increased to Si 1.2 billion for 1998, 
a 1.2% increase from total sales of Si 1.0 billion last year. Sales 
increased by 11.1% in 1997 and 5,4% in 1996. In 1998 sales 
were negatively impacted by the overall weakness in the 
worldwide toy industry which was cycling against strong sales of 
virtual pets, action figures and plush a year ago. In addition, sales 
were negatively impacted by sales of video hardware and 
software at lower price points as well as the deflationary effect 
from sales of clearance merchandise related to the Company's 
inventory reduction program. Comparable store sales for the Toys 
USA division declined 4% while the Toys International division 
had a 2% comparable store sales decline, in local currency. 
Kids"R"Us reported a 2% comparable store sales decrease in 
1998. The softness in Toys and Kids was offset to some extent 
by an almost 20% comparable store sales gain in Babies"R"Us. 

The Company's three-year sales growth is primarily attributable 
to the acquisition of Baby Superstore and the Company's 
continued store expansion. The Company opened 56 new U.S.A. 
toy stores, 133 international toy stores, including franchise and 
joint venture stores, 10 children's clothing stores, 40 baby 
specialty stores, and acquired 76 baby specialty stores during 
the three year period. The Company closed 23 stores from 1996 
through 1998 and terminated a franchise agreement in Italy for 
14 stores. These closures did not have a significant impact 
on the Company's financial position. 

Cost of sales as a percentage of sales increased to 73.3% in 
1998 from 69.8% in 1997. Cost of sales was negatively impacted 
by clearance markdowns of $253 million, markdowns related 
to strategic initiatives of $29 million, and inventory system 
refinements and changes in accounting estimates of $63 million. 
Before the impact of these charges, cost of sales as a percentage 
of sales was 70.2%. Excluding these charges, the Toys USA 
division reported cost of sales as a percentage of sales of 71.0% 
in 1998 and 70,5% in 1997. The Toys International division, also 
excluding the charges, reported cost of sales as a percentage of 
sales of 69.1% in 1998 and 68.8% in 1997. These increases were 
due to a change in the sales mix consisting of a decrease in sales 
of higher margin action figures and virtual pets, as well as higher 
sales of lower margin video software merchandise. Consolidated 
cost of sales as a percentage of sales increased by 0.4% in 1997 
from 69.4% in 1996 as a result of higher costs related to the 
Company's promotional holiday selling program, higher than 
historical inventory shrinkage and the continued strengthening 
of the Company's lower margin video business. 

^References to 1998, 1997 and 1996, are for the 52 weeks ended 
January 30, 1999, January 31, 1998 and February l, 1997. 


Selling, advertising, general and administrative expenses (SG&A) 
as a percentage of sales were 21.9% in 1998, 20.2% in 1997, 
and 20.3% in 1996. SC&A for 1998 includes $59 million of 
changes in accounting estimates and provisions for legal 
settlements discussed below. Before the impact of these charges, 
SC&A as a percentage of sales for 1998 was 21.3%. Excluding 
these charges, the Toys USA division reported SG&A as a 
percentage of sales of 18.6% in 1998 and 17.5% in 1997, while 
Toys International's SG&A as a percentage of sales was 23.6% in 
1998 and 23.1% in 1997. These increases were the result of 
the implementation of strategic initiatives and store expansion, 
not offset by sales leveraging. The slight decrease in consolidated 
SG&A In 1997 was primarily due to expense control and sales 
leveraging, partially offset by additional distribution and handling 
costs related to higher than planned inventory levels. 

Depreciation, amortization and asset write-offs were $255 
million, $253 million and $206 million in 1998, 1997 and 1996, 
respectively. The increase in 1997 included $19 million in asset 
write-offs for store conversions. 

During 1998 the Company announced strategic initiatives to 
reposition its worldwide business and other charges including 
the customer-focused reformatting of its toy stores into the new 
C-3 format, as well as the restructuring of its International 
operations which resulted in a charge of $353 million ($279 
million net of tax benefits, or $1.05 per share). The strategic 
initiatives resulted in a restructuring charge of $294 million. The 
other charges of $59 million primarily consist of changes in 
accounting estimates and provisions for legal settlements. The 
Company is closing and/or downsizing underperforming stores 
and consolidating distribution centers and administrative offices. 
As a result, approximately 2,600 employees will be terminated 
worldwide. Stores expected to be closed had aggregate store 
sales and net operating losses of approximately $322 million and 
$5 million, respectively, for the year ended January 30, 1999. The 
write-down of property, plant and equipment relating to the 
above mentioned closures and downsizings were based on both 
internal and independent appraisals. Unused reserves at January 
30, 1999, should be utilized in 1999, with the exception of long¬ 
term lease commitments, which will be utilized in 1999 and 
thereafter. Details on the components of the charges are 
described in the Notes to the Consolidated Financial Statements 
and are as follows: 
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Description 

Charge 

Utilized 

Reserve Balance 
@1/30/99 

Closings/Downsizings: 

Lease commitments 

$ 81 

$ - 

$ 81 

Severance and other 
closing costs 

29 

4 

25 

Write-down of property, 
plant & equipment 

155 

155 

_ 

Other 

29 

5 

_24^ 

Total Restructuring 

$ 294 

$164 

$130 

Changes in accounting 
estimates and provisions 
for legal settlements 

$ 59 

$ 20 

$ 39 


In 1998 the Company also announced markdowns and other 
charges of $345 million ($229 million net of tax benefits, or $.86 
per share). Of this charge, $253 million relates to markdowns 
required to clear excess inventory from stores. These markdowns 
should enable the Company to achieve its optimal inventory 
assortment and streamline systems so that it can proceed with 
the C-3 conversions on an accelerated basis. The Company's 
objective with its new C-3 concept is to provide customers with 
a better shopping experience leading to increased sales and 
higher inventory turns. In addition, the Company recorded 
$29 million in markdowns related to the store closings discussed 
previously. The Company also recorded charges to cost of 
sales of $63 million related to inventory system refinements 
and changes in accounting estimates. Unused reserves at 
January 30, 1999 are expected to be utilized in 1999. Details 
of the markdowns and other charges are as follows: 


Description 

Charge 

Utilized 

Reserve Balance 
@1/30/99 

Markdowns 

Clear excess inventory 

$253 

$179 

$ 74 

Store closings 

29 

2 

27 

Change in accounting 

estimates and other 

63 

57 

6 

Total Cost of Sales 

$345 

$238 

$107 


The strategic initiatives, markdowns and other charges described 
above are expected to improve the Company's free cash flow 
and increase operating earnings. 

The Company's 1996 results were impacted by a charge of 
$60 million ($38 million net of tax benefits, or $.14 cents per 
share), relating to an arbitration award rendered against the 
Company involving a dispute over a 1982 franchise agreement 
to operate stores in the Middle East. 


At January 30, 1999, the Company had approximately 
$45 million of reserves remaining from its restructuring 
program announced in 1995, primarily relating to long-term 
lease obligations. The Company believes these reserves are 
adequate to complete the restructuring program. 

Interest expense increased by $17 million in 1998, as compared 
to 1997, primarily due to higher borrowings throughout the year 
as a result of the Company's share repurchase programs. Also 
included in 1998 interest expense is $6 million for the early 
extinguishment of long-term debt. Interest expense decreased in 
1997 as compared to 1996 primarily due to lower average short¬ 
term borrowings and to a $325 million medium-term financing 
which replaced borrowings carrying higher interest rates. 

The Company's effective tax rate for 1998 was unfavorably 
affected by the restructuring and other charges recorded in 
the third quarter of 1998. Excluding the impact of these 
charges, the Company's effective tax rate was 36.5% in 
1998, as well as in 1997 and 1996. 

International sales were unfavorably impacted by the 
translation of local currency results into U.S. dollars by 
approximately $30 million, $250 million and $150 million 
in 1998, 1997 and 1996, respectively. Neither the translation 
of local currency results into U.S. dollars nor inflation had 
a material effect on the Company's operating results for 
the last three years. 

Liquidity & Capital Resources 

The Company's cash flows from operations increased to 
$964 million in 1998 from $509 million in 1997 primarily 
due to a significant reduction in inventories during 1998 
as well as higher accounts payable, accrued expenses and 
other liabilities at January 30, 1999. Cash flows from 
operations decreased by $234 million in 1997 compared 
with 1996 primarily due to higher inventories. 

Cash flows used for investing activities decreased by $94 million 
in 1998, primarily due to fewer new store openings in 1998, 
as well as fewer store conversions in 1998 compared with 
1997. Store conversions were the primary factor in 
the $79 million capital expenditure increase in 1997. 

Cash flows used for financing activities decreased to 
$344 million in 1998 from $498 million in 1997 primarily 
due to repayment of a $115 million Baby Superstore obligation 
in 1997. The Company repurchased over 32 million shares of 
its stock for $723 million in 1998, which was the primary 
reason for the increase in total borrowings net of cash of 
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$200 million in 1998 as compared with 1997. Cash flows 
used for financing activities increased by $709 million in 1997 
compared with 1996 primarily due to the $325 million medium 
term financing in 1996, as well as $253 million expended for the 
Company's stock repurchase program in 1997. 

On February 3, 1997, the Company acquired Baby Superstore, 

Inc. for 13 million treasury shares of the Company's common 
stock valued at approximately $376 million. This acquisition was 
accounted for as a purchase as of February 1, 1997, and the 
excess of purchase price over net assets acquired in the amount 
of $365 million has been recorded as goodwill and is being 
amortized over 40 years. 

In 1999, the Company plans to open approximately 10 toy 
stores in the United States and approximately 25 international 
toy stores, including 10 franchise stores. Our newest division, 
Babies"R"Us, will open approximately 20 stores in the 
United States. 

For 1999, capital requirements for real estate, store and 
warehouse fixtures and equipment, leasehold improvements 
and other additions to property and equipment are estimated 
at approximately $550 million. These plans include the full 
conversion of approximately 200 toy stores and the partial 
conversion of an additional 125 toy stores in the United States 
to the C-3 format. 

In 1998 the Company repurchased over 32 million shares of 
its common stock through its share repurchase programs for 
a total of $723 million. In 1998 the Company completed its 
$1 billion share repurchase program announced in January 
1994, and has $330 million remaining in its $1 billion share 
repurchase program announced in January 1998. 

The seasonal nature of the business (approximately 45% of 
sales take place in the fourth quarter) typically causes cash to 
decline from the beginning of the year through October as 
inventory increases for the holiday selling season and funds 
are used for land purchases and construction of new stores, 
which usually open in the first ten months of the year. The 
Company has a $1 billion multi-currency unsecured committed 
revolving credit facility expiring in December 2002, from a 
syndicate of financial institutions. There were no outstanding 
balances under this revolver at January 1999, 1998, and 1997. 
Cash requirements for operations, capital expenditures, lease 
commitments and the share repurchase program will be met 
primarily through operating activities, borrowings under the 
revolving credit facility, issuance of commercial paper and/or 
other bank borrowings for foreign subsidiaries. 


Quantitative and Qualitative 
Disclosures About Market Risks 

The Company is exposed to market risk from potential changes 
in interest rates and foreign exchange rates. The Company 
regularly evaluates these risks and has taken the following 
measures to mitigate these risks: the countries in which the 
Company owns assets and operates stores are politically stable; 
the Company's foreign exchange risk management objectives are 
to stabilize cash flow from the effects of foreign currency 
fluctuations; the Company will, whenever practical, offset local 
investments in foreign currencies with borrowings denominated 
in the same currencies; the Company also enters into foreign 
exchange contracts or purchases options to eliminate specific 
transaction risk. The market risk related to these derivative 
contracts is offset by the changes in value of the underlying 
items being hedged. Approximately half of the Company's long¬ 
term debt is at fixed interest rates and therefore, the fair value is 
affected by changes in market interest rates. The Company 
believes the amount of risk and the use of derivative financial 
instruments described above are not material to the Company's 
financial condition or results of operations. 

Impact of Year 2000 

Year 2000 issues are those related to the inability of certain 
computer systems to properly recognize and process date- 
sensitive information relative to the year 2000 and beyond. 

The Company's Year 2000 project which began in 1997, includes 
four major elements: 1) information technology (IT) systems, 

2) non-IT systems, 3) relationships with key business partners 
and 4) contingency planning. The Company has substantially 
completed the required coding conversions and testing on IT 
and non-IT systems as of January 30, 1999. The Company will 
continue to perform full integrated testing in 1999. The Company 
has utilized both internal and external resources to implement 
the conversion of its systems for Year 2000 compliance. 

The total estimated cost to achieve Year 2000 compliance is 
approximately $25 million, which is being expensed as incurred. 
These estimates exclude internal labor and related costs. 
Approximately $20 million of these costs have been incurred 
as of January 30, 1999, All of these costs are being funded 
through cash flows from operations. The Company has identified 
significant business partners and is working closely with them 
to understand their Year 2000 compliance status. The Company 
anticipates minimal business interruption to occur as a result 
of Year 2000 issues within its control. However, possible 
consequences include, but are not limited to, loss of 
communication links with store locations, loss of electric 
power, delayed product deliveries from major suppliers, and 
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the inability to process transactions or engage in similar normal 
business activities. In addition, not all customer situations can 
be anticipated. The Company may experience an increase of 
sales returns of products containing hardware or software 
components. Such returns, if they occur, are likely to be the 
responsibility of the manufacturers and are not expected to be 
material to the Company's financial condition or results of 
operations. The Company believes the readiness of third parties 
is the most significant area of risk to the Company related to 
Year 2000. However, the Company also believes that ongoing 
communication with and assessment of readiness of these third 
parties will minimize this risk. The Company has begun to 
develop but has not yet finalized a contingency plan for possible 
Year 2000 issues. Contingency plans are expected to be in 
place by the end of the second quarter of 1999. 

The total cost of the Year 2000 project is not expected to have a 
material effect on the Company's financial condition or results of 
operations. The costs of conversion and the completion dates for 
the project are management's best estimates. 

Recent Accounting Pronouncements 

In June 1997, the Financial Accounting Standards Board issued 
SFAS No. 130 - Reporting Comprehensive Income, which 
requires the separate reporting of all changes to stockholders' 
equity, and SFAS No. 131 - Disclosures About Segments of an 
Enterprise and Related Information, which revises existing 
guidelines about the level of financial disclosure of a Company's 
operations. In March 1998, the Accounting Standards Executive 
Committee issued Statement of Position 98-1, Accounting for 
Computer Software Developed for Internal Use, which requires 
capitalization of certain costs to develop internal use computer 
software. These statements were adopted by the Company in 
fiscal 1998 and did not have a material effect on the 
consolidated financial position, results of operations or 
cash flows of the Company. 

In June 1998, the Financial Accounting Standards Board issued 
Statement No. 133 - Accounting for Derivative Instruments and 
Hedging Activities, which the Company is required to adopt in 
its fiscal year beginning February 2000. SFAS No. 133 requires 
that all derivative instruments be recorded on the balance sheet 
at fair value. Changes in the fair value of derivatives are recorded 
each period in current earnings or other comprehensive income, 
depending on whether a derivative is designated as part of a 
hedge transaction and the type of hedge transaction. The 
ineffective portion of all hedges will be recognized in earnings. 


While not expected to be material, the Company is in the 
process of determining the impact that the adoption of SFAS 
No. 133 will have on the consolidated financial position, results 
of operations and cash flows of the Company. 

Euro Conversion 

The Company has developed a plan to ensure business and 
systems continuity during the introduction of the Euro currency in 
certain of the Company's European operations. The initial phase 
of this plan was implemented prior to the January 1, 1999 (Phase 
1) introduction of the Euro. Further implementation of this plan is 
scheduled to coincide with the transition phases (Phases 2 and 
3) of completely converting from local denominated currencies to 
the Euro (the "Euro conversion"). Total costs for the entire Euro 
conversion program are not expected to be material. Based on 
the actions taken to date, the Company does not expect the Euro 
conversion to have a material effect on the consolidated financial 
position, results of operations or cash flows of the Company. 

Forward Looking Statements 

This annual report contains "forward looking" statements which 
are intended to be covered by the safe harbors created thereby. 
All statements that are not historical facts, including statements 
about the Company's beliefs or expectations, are forward-looking 
statements. Such statements involve risks and uncertainties that 
exist in the Company's operations and business environment 
that could render actual outcomes and results materially different 
than predicted. The Company's forward-looking statements are 
based on assumptions about many factors, including, but not 
limited to, ongoing competitive pressures in the retail industry, 
changes in consumer spending, general economic conditions in 
the United States and other jurisdictions in which the Company 
conducts business (such as interest rates and consumer 
confidence) and normal business uncertainty. While the 
Company believes that its assumptions are reasonable at the 
time forward-looking statements were made, it cautions that 
it is impossible to predict the actual outcome of numerous 
factors and, therefore, readers should not place undue reliance 
on such statements. Forward-looking statements speak only 
as of the date they are made, and the Company undertakes no 
obligation to update such statements in light of new information 
or future events that involve inherent risks and uncertainties. 
Actual results may differ materially from those contained in any 
forward looking statement. 
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Consolidated Statements of Earnings 

TOYS"R''US, INC. AND SUBSIDIARIES 


Year Ended 



January 30, 

January 31, 

February T, 

fin millions except per share data) 


1999 

1998 

1997 

Net Sales 

$11,170 

$11,038 

$ 9,932 

Cost of sales 


8,191 

7,710 

6,892 

Gross Profit 


2,979 

3,328 

3,040 

Selling, advertising, general and administrative expenses 


2,443 

2,231 

2,020 

Depreciation, amortization and asset write-offs 


255 

253 

206 

Restructuring and other charges 


294 

- 

60 

Total Operating Expenses 


2,992 

2,484 

2,286 

Operating (Loss)/lncome 


03) 

844 

754 

Interest expense 


102 

85 

98 

Interest and other income 


O) 

(13) 

(17) 

Interest Expense, Net 


93 

72 

81 

(Loss)/Earnings Before Income Taxes 


(106) 

772 

673 

Income Taxes 


26 

282 

246 

Net (Loss)/Earnings 

$ 

(132) 

$ 490 

$ 427 

Basic (Loss)/Earnings Per Share 

$ 

(0.50) 

$ 1.72 

$ 1.56 

Diluted {Loss)/Earnings Per Share 

$ 

(0,50) 

$ 1.70 

$ 1.54 


See notes to consolidated financial statements. 


The w R w Us brand has 
successfully captured 
young imaginations 
and a significant 
market share. 


















Consolidated Balance Sheets 

TOYS"R"US, INC. AND SUBSIDIARIES 



Our ever-expanding 
outdoor and sports 
headquarters features 
everything fun under 
the sun. 


(In millions) 

January 30, 

1999 

January 31, 

1998 

ASSETS 



Current Assets: 

Cash and cash equivalents 

S 410 

$ 214 

Accounts and other receivables 

204 

175 

Merchandise inventories 

1,902 

2,464 

Prepaid expenses and other current assets 

81 

51 

Total Current Assets 

2,597 

2,904 

Property and Equipment: 

Real estate, net 

2,354 

2,435 

Other, net 

1,872 

1,777 

Total Property and Equipment 

4,226 

4,212 

Goodwill, net 

347 

356 

Other assets 

729 

491 


$ 7,899 

$ 7,963 


LIABILITIES AND STOCKHOLDERS' EQUITY 

Current Liabilities: 

Short-term borrowings 

Accounts payable 

Accrued expenses and other current liabilities 

Income taxes payable 

$ 156 

1,415 

696 

224 

$ 134 

1,280 

680 

231 

Total Current Liabilities 

2,491 

2,325 

Long-Term Debt 

1,222 

851 

Deferred Income Taxes 

333 

219 

Other Liabilities 

229 

140 

Stockholders' Equity: 

Common stock 

30 

30 

Additional paid-in capital 

459 

467 

Retained earnings 

4,478 

4,610 

Foreign currency translation adjustments 

(100) 

(122) 

Treasury shares, at cost 

(1.243) 

(557) 

Total Stockholders' Equity 

3,624 

4,428 


S 7,899 

$ 7,963 


See notes to consolidated financial statements. 













Consolidated Statements of Cash Flows 

TOYS"R"US, INC. AND SUBSIDIARIES 


Year Ended 


(In millions) 

January 30, 

1999 

January 31, 

1998 

February 1, 

1997 

CASH FLOWS FROM OPERATING ACTIVITIES 

Net (loss)/earnings 

$(132) 

$ 490 

$ 427 

Adjustments to reconcile net (loss)/earnings to net cash 
provided by operating activities: 

Depreciation, amortization and asset write-offs 

255 

253 

206 

Deferred income taxes 

(90) 

18 

23 

Restructuring and other charges 

546 

- 

- 

Changes in operating assets and liabilities: 

Accounts and other receivables 

(43) 

(40) 

(14) 

Merchandise inventories 

233 

(265) 

(195) 

Prepaid expenses and other operating assets 

(27) 

(9) 

(10) 

Accounts payable, accrued expenses and other liabilities 

229 

22 

262 

Income taxes payable 

(7) 

40 

44 

Net cash provided by operating activities 

964 

509 

743 

CASH FLOWS FROM INVESTING ACTIVITIES 

Capital expenditures, net 

(373) 

(494) 

(415) 

Other assets 

(49) 

(22) 

(36) 

Cash received with the acquisition of Baby Superstore 

- 

- 

67 

Net cash used in investing activities 

(422) 

(516) 

(384) 

CASH FLOWS FROM FINANCING ACTIVITIES 

Short-term borrowings, net 

4 

(142) 

(10) 

Long-term borrowings 

771 

11 

326 

Long-term debt repayments 

(412) 

(176) 

(133) 

Exercise of stock options 

16 

62 

28 

Share repurchase program 

(723) 

(253) 

- 

Net cash (used in)/provided by financing activities 

(344) 

(498) 

211 

Effect of exchange rate changes on cash and cash equivalents 

(2) 

(42) 

(12) 

CASH AND CASH EQUIVALENTS 

lncrease/(decrease) during year 

196 

(547) 

558 

Beginning of year 

214 

761 

203 

End of year 

$ 410 

$ 214 

$ 761 

SUPPLEMENTAL DISCLOSURES 

OF CASH FLOW INFORMATION 

Income Tax Payments 

$ 122 

$ 192 

$ 177 

Interest Payments 

$ 109 

S 83 

$ 109 


See notes to consolidated financial statements. 

















Consolidated Statements of Stockholders’ Equity 

TOYS"R"US, INC. AND SUBSIDIARIES 


(In millions) 

Common Stock 

Issued In Treasury 

Shares Amount Shares Amount 

Additional 

paid-in 

capital 

Foreign 

currency 

translation 

adjustments 

Retained 

earnings 

Total 

stockholders' 

equity 

Balance, February 3, 1996 

300.4 

$ 30 

(27.3) 

$ (846) 

$ 542 

$ 13 

$ 3,693 

$ 3,432 

Net earnings for the year 

Foreign currency translation 

- 

- 


- 

- 

- 

427 

427 

adjustments 

Comprehensive Income 

- 

- 


- 

- 

(73) 


(73) 

354 

Acquisition of Baby Superstore, Inc. 

- 

- 

13.0 

400 

(23) 

- 

- 

377 

Exercise of stock options, net 

- 

- 

1.7 

58 

(30) 

- 

- 

28 

Balance, February 1, 1997 

300.4 

30 

(12.6) 

(388) 

489 

(60) 

4,120 

4,191 


Net earnings for the year - - - 490 490 

Foreign currency translation 

adjustments - - - - (62) - (62) 

Comprehensive Income 428 

Share repurchase program - - (8.2) (253) - - - (253) 

Exercise of stock options, net - 2.5 84 _(22)_-_-_ 62 

Balance, January 31, 1998 300.4 30 (18.0) (557) 467 (1 22) 4,610 4,428 


Net loss for the year 

- 

- 

- 

- 

- 

(132) 

(132) 

Foreign currency translation 
adjustments 

. 

_ _ 

_ 


22 

_ 

22 

Comprehensive loss 

Share repurchase program 

_ 

- (32.2) 

(723) 

_ 

_ 

_ 

(110) 

(723) 

Issuance of restricted stock 

- 

- 

15 

(2) 

- 

- 

13 

Exercise of stock options, net 

- 

.4 

22 

(6) 

- 

- 

16 

Balance, January 30, 1999 

3004 

$ 30 (49.8) 

${1,243) 

S 459 

S (100) 

S 4,478 

S 3,624 


See notes to consolidated financial statements. 
















Notes to Consolidated Financial Statements 

TOYS"R"US, INC. AND SUBSIDIARIES 


(Amounts in millions except per share data) 

SUMMARY Of SIGNIFICANT ACCOUNTING POLICIES 

Fiscal Year 

The Company's fiscal year ends on the Saturday nearest to 
January 31. Reference to 1998, 1997 and 1996 are for the 
52 weeks ended January 30, 1999, January 31, 1998, and 
February 1, 1997, respectively. 

Principles of Consolidation 

The consolidated financial statements include the accounts 
of the Company and its subsidiaries. The 1996 consolidated 
statement of cash flows also reflects the acquisition of Baby 
Superstore, Inc. All material intercompany balances and 
transactions have been eliminated. Assets and liabilities of 
foreign operations are translated at current rates of exchange 
at the balance sheet date while results of operations are 
translated at average rates in effect for the period. Translation 
gains or losses are shown as a separate component of 
stockholders' equity. 

Cash and Cash Equivalents 

The Company considers its highly liquid investments 
with original maturities of less than three months to be 
cash equivalents. 

Merchandise Inventories 

Merchandise inventories for the U.S.A. toy store operations, 
which represent approximately 60% of total inventories, 
are stated at the lower of LIFO (last-in, first-out) cost or 
market, as determined by the retail inventory method. If 
inventories had been valued at the lower of FIFO (first-in, 
first-out) cost or market, inventories would show no change 
at January 30, 1999 or January 31, 1998. All other merchandise 
inventories are stated at the lower of FIFO cost or market 
as determined by the retail inventory method. 

Property And Equipment 

Property and equipment are recorded at cost. Depreciation and 
amortization are provided using the straight-line method over 
the estimated useful lives of the assets or, where applicable, 
the terms of the respective leases, whichever is shorter. The 
Company evaluates the need to recognize impairment losses 
relating to long-lived assets based on several factors including, 
but not limited to, management's plans for future operations, 
recent operating results and projected cash flows. 

Preopening Costs 

Preopening costs, which consist primarily of advertising, 
occupancy and payroll expenses, are amortized over expected 
sales to the end of the fiscal year in which the store opens. 


Financial Instruments 

The carrying amounts reported in the balance sheets for cash 
and cash equivalents and short-term borrowings approximate 
their fair market values. 

Forward Foreign Exchange Contracts 

The Company enters into forward foreign exchange contracts to 
eliminate the risk associated with currency movement relating 
to its short-term intercompany loan program with foreign 
subsidiaries and inventory purchases denominated in foreign 
currency. Gains and losses, which offset the movement in the 
underlying transactions, are recognized as part of such 
transactions. Gross deferred unrealized gains and losses on the 
forward contracts were not material at either January 30, 1999 
or January 31, 1998. The related receivable, payable and 
deferred gain or loss are included on a net basis in the balance 
sheet. The Company had $209 and $439 of short term 
outstanding forward contracts at January 30, 1999 and January 
31, 1998, maturing in 1999 and 1998, respectively. These 
contracts are entered into with counterparties that have high 
credit ratings and with which the Company has the contractual 
right to net forward currency settlements. In addition, the 
Company had a $342 currency swap obligation outstanding at 
January 30, 1999 related to its 475 Swiss franc note payable 
due 2004. 

Use of Estimates 

The preparation of financial statements in conformity with 
generally accepted accounting principles requires management 
to make estimates and assumptions that affect the amounts 
reported in the consolidated financial statements and 
accompanying notes. Actual results could differ from 
those estimates. 
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PROPERTY AND EQUIPMENT 


Useful Life 
(in years) 

January 30, 
3999 

January 31, 
1998 

Land 

$ 829 

$ 817 

Buildings 45-50 

1,842 

1,849 

Furniture and equipment 5-20 

1,861 

1,711 

Leaseholds and 

leasehold improvements 12'/2-35 

1,213 

1,158 

Construction in progress 

42 

46 

Leased property 
under capital leases 

27 

29 


5,814 

5,610 

Less accumulated depreciation 
and amortization 

1,588 

1,398 


$ 4,226 

$4,212 

SEASONAL FINANCING 

AND LONG-TERM DEBT 

January 30, 

January 31, 


1999 

1998 

Commercial Paper 

$ 368 

$ - 

interest rates from 4.87% to 4.89% 

475 Swiss franc note payable, due 2004 fo> 

342 


8 3 /4% debentures, due 2021, 
net of expenses 

198 

198 

Japanese yen loans with interest payable 
at annual rates from 1.49% to 6.47%, 
due in varying amounts through 2012 

198 

123 

Industrial revenue bonds, 
net of expenses'” 1 

60 

60 

7% British pound sterling loan payable, 
due quarterly through lOO'lv 

33 

49 

8 ] /4% sinking fund debentures, 
due 2017, net of discounts 

24 

89 

Mortgage notes payable at annual 
interest rates from 10.16% to 11.00%^ 

11 

14 

Obligations under capital leases 

11 

14 

5.78% 200 British pound sterling note payable w 

325 


1,245 

872 

Less current portion m 

23 

21 


$ 1,222 

$ 851 


(a) Supported by a 406 Swiss franc bank letter of credit. This note has been 
converted by an interest rate and currency swap to a ffoating rate, US dollar 
obligation at 3 month LIBOR less approximately 107 basis points. 


(b) Bank letters of credit of $41, expiring in 2000, support certain of these 
industrial revenue bonds. The Company expects that the bank letters of credit 
will be renewed. The bonds have fixed or variable interest rates with an 
average rate of 3.6% at January 30, 1999. 

(c) Collateralized by property with a carrying value of $160 at January 30, 1999. 

(d) Collateralized by property and equipment with an aggregate carrying 
value of $15 at January 30, 1999. 

(e) Supported by a 200 British pound sterling bank letter of credit. This note was 
redeemed on January 29, 1999. 

(f) Included in accrued expenses and other current liabilities on the 
consolidated balance sheets. 

The fair market value of the Company's long-term debt 
at January 30, 1999, exclusive of commercial paper, and 
January 31, 1998 were approximately $980 and $1,004, 
respectively. The fair market value was estimated using 
quoted market rates for publicly traded debt and estimated 
interest rates for non-public debt. 
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The Company has a $1 billion unsecured committed revolving 
credit facility expiring in December 2002. This multi-currency 
facility permits the Company to borrow at the lower of LIBOR 
plus a fixed spread or a rate set by competitive auction. The 
facility is available to support domestic commercial paper 
borrowings and to meet worldwide cash requirements. 

Commercial paper is classified as long-term debt at 
January 30, 1999 as the company maintains long-term 
committed credit agreements, as described above, to 
support these borrowings and intends to refinance them 
on a long-term basis through continued commercial paper 
borrowings. Commercial paper of $70 at January 31, 1998 
was included in short-term borrowings. 

Additionally, the Company also has lines of credit with 
various banks to meet the short-term financing needs of 
its foreign subsidiaries. 

The weighted average interest rate on short-term borrowings 
outstanding at January 30, 1999 and January 31, 1998 was 
3.8% and 5.0%, respectively. 

The annual maturities of long-term debt at January 30, 1999, 
excluding commercial paper of $368, are as follows: 


I99y $ 23 

2000 65 

2001 7 

2002 8 

2003 7 

2004 and subsequent 767 

$ 877 


LEASES 

The Company leases a portion of the real estate used in its 
operations. Most leases require the Company to pay real estate 
taxes and other expenses; some require additional amounts 
based on percentages of sales. 

Minimum rental commitments under noncancelable operating 
leases having a term of more than one year as of January 30, 1999 
are as follows: 



Gross 

minimum 

rentals 

Sublease 

income 

Net 

minimum 

rentals 

1999 

$ 355 

$ 20 

$ 335 

2000 

352 

18 

334 

2001 

346 

15 

331 

2002 

339 

13 

326 

2003 

338 

11 

327 

2004 and subsequent 

2,964 

60 

2,904 


$ 4,694 

S 137 

$ 4,557 


Total rent expense, net of sublease income was $334, $309 and 
$282 in 1998, 1997 and 1996, respectively. 
















STOCKHOLDERS' EQUITY 


The common shares of the Company, par value $.10 per share, 

were as follows: 

January 30, 
1999 

January 31, 
1998 

Authorized snares 

850,0 

6500 

Issued shares 

300.4 

300.4 

Treasury shares 

49.8 

18 0 

Issued and outstanding shares 

250.6 

282 4 


EARNINGS PER SHARE 

The following table sets forth the computation of basic and 
diluted earnings per share: 



1998 

1997 

1996 

Numerator' 

Net(loss)/income available to 
common stockholders 

$ (132) 

$ 490 

$ 427 

Denominator for basic earnings 
per share - weighted average 
shares 

265.4 

285.3 

274.0 

Effect of diluted securities: 

Stock options, etc. 


3.1 

3.5 

Denominator for diluted 

earnings per share - adjusted 
weighted average shares 

265,4 

288.4 

277-5 

Basic (Loss)/Earnings per share 

$ (0.50) 

$ 1.72 

$ 1.56 

Diluted (Loss)/Earnings per share $ (0.50) 

$ 1.70 

$ 1.54 


Options to purchase approximately 25.0 shares of common stock 
were outstanding during 1998, but were not included in the 
computation of diluted loss per share as the effect would be 
antidilutive. 

TAXES ON INCOME 

The provisions for income taxes consist of the following: 


1998 1997 1996 


Current: 




Federal 

$ 78 

$ 199 

S 136 

Foreign 

18 

35 

57 

State 

20 

30 

30 


116 

264 

223 

Deferred: 




Federal 

(64) 

32 

58 

Foreign 

(9) 

(17) 

(39) 

State 

(17) 

3 

4 


(90) 

18 

23 

Total tax provision 

S 26 

$ 282 

$ 246 


The tax effects of temporary differences and carry forwards that 
give rise to significant portions of deferred tax assets and liabilities 
consist of the following: 

January 30, January 31, 


1999 1998 


Deterred tax assets: 

Foreign net operating loss carryforwards 
Restructuring 

Other 

$ 311 

92 

27 

$ 214 
20 

42 

Cross deferred tax assets 

430 

276 

Valuation allowance related to 
net operating losses 

(141) 

(43) 


S 289 

$ 233 

Deferred tax liabilities: 

Property, plant and equipment 

281 

277 

LIFO inventory 

50 

88 

Other tax 


- 

Gross deferred tax liabilities 

S 351 

$ 365 

Net deferred tax liability 

1 42 

S 132 


A reconciliation of the federal statutory tax rate with the effective 


tax rate follows: 

1998 

1997 

1996 

Statutory tax rate 

35.0% 

35.0% 

35.0% 

State income taxes, net of 
federal income tax benefit 

(4.2) 

3.2 

3.7 

Foreign taxes, net of 
valuation allowances 

(52.3) 

(2.3) 

(2.3) 

Subpart F income 

(8.5) 

- 

- 

Foreign tax credits 

6.8 

- 

- 

Amortization of goodwill 

(3.0) 

0.4 

- 

Other, net 

1.7 

0.2 

0.1 

Effective tax rate 

(24.5)% 

36.5% 

36.5% 


Certain foreign tax benefits have been offset by valuation 
allowances related to net operating losses due in part to the 
restructuring and other charges recorded in 1998. Deferred 
income taxes are not provided on unremitted earnings of 
foreign subsidiaries that are intended to be indefinitely 
invested. Exclusive of amounts, that if remitted would result in 
little or no tax under current U.S. tax laws, unremitted earnings 
were approximately $515 at January 30, 1999. Net income 
taxes of approximately $139 would be due if these earnings 
were to be remitted. 
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STOCK OPTIONS 

The Company has Stock Option Plans (the "Plans") which 
provide for the granting of options to purchase the Company's 
common stock. The plans cover substantially all employees 
and non-employee directors of the Company and provide 
for the issuance of non-qualified options, incentive stock 
options, performance share options, performance units, stock 
appreciation rights, restricted shares, restricted units and 
unrestricted shares. Of the total number of shares reserved for 
the Plans, 3.0 shares of Company stock have been reserved for 
the issuance of restricted shares, restricted units, performance 
units, and unrestricted shares. The Plans provide for a variety 
of vesting dates with the majority of the options vesting 
approximately five years from the date of grant. The options 
granted to non-employee directors are exercisable 20% each 
year on a cumulative basis commencing one year from the 
date of grant. 

In addition to the aforementioned plans, 1.0 stock options were 
granted to certain senior executives during the period from 1993 
to 1996 pursuant to stockholder approved individual plans. Of 
this total, 0.5 options vest 20% each year on a cumulative basis 
commencing one year from the date of grant with the balance 
of the options vesting five years from the date of grant. 

The exercise price per share of all options granted has been 
the average of the high and low market price of the Company's 
common stock on the date of grant. All options must be 
exercised within ten years from the date of grant. 

At January 30, 1999, an aggregate of 46.3 shares of authorized 
common stock were reserved for all of the Plans noted above, 
of which 9.5 were available for future grants. All outstanding 
options expire at dates ranging from July 5, 1999 to 
November 30, 2008. 

Stock option transactions are summarized as follows: 


Weighted-Average 
Shares Exercise Price 


Outstanding January 31, 1998 

24.1 

$ 29.12 

Granted 

17.7 

22.18 

Exercised 

(0.7) 

17.99 

Canceled 

(4.3) 

28.89 

Outstanding January 30, 1999 

36.8 

$ 26.02 

Options exercisable 
at January 30,1999 

10.8 

$ 28.25 


The Company utilizes a restoration feature to encourage the 
early exercise of certain options and retention of shares, thereby 
promoting increased employee ownership. This feature provides 
for the grant of new options when previously owned shares of 
Company stock are used to exercise existing options. Restoration 
option grants are non-dilutive as they do not increase the 


combined number of shares of Company stock and options held 
by an employee prior to exercise. The new options are granted 
at a price equal to the fair market value on the date of the new 
grant, and generally expire on the same date as the original 
options that were exercised. 

The Company has adopted the disclosure only provisions of 
5FAS No. 123, Accounting for Stock-Based Compensation, issued 
in October 1995. In accordance with the provisions of SFAS No. 
123, the Company applies APB Opinion 25 and related interpre¬ 
tations in accounting for its stock option plans and, accordingly, 
does not recognize compensation cost. If the Company had 
elected to recognize compensation cost based on the fair value 
of the options granted at grant date as prescribed by SFAS No. 

123, net income and earnings per share would have been 
reduced to the pro forma amounts indicated in the table below: 



1998 

1997 

1996 

Net (loss)/income - as reported 

$(132) 

$ 490 

$ 427 

Net (loss)/income - pro forma 

(162) 

470 

41 1 

Basic ()oss)/earnings per share - 
as reported 

(0.50) 

1.72 

1.56 

Basic (loss)/earnings per share - 
pro forma 

(0.61) 

1.65 

1.50 

Diluted (loss)/earnings per share - 
as reported 

(0.50) 

1.70 

1.54 

Diluted (loss)/earnings per share - 
pro forma 

(0.61) 

1.63 

1.48 


The weighted-average fair value at date of grant for options 
granted in 1998, 1997 and 1996 were $5.31, $7.66 and $7.35, 
respectively. The fair value of each option grant is estimated on 
the date of grant using the Black-Scholes option pricing model. 
As there were a number of options granted during the years of 
1996 through 1998, a range of assumptions are provided below: 

1998 1337 1996 

Expected stock price volatility .283-.347 .294-.334 .284-.328 
Risk-free interest rate 4.7%-5.8% 5.0%-6.9% 5.0%-6.8% 

Weighted average 

expected life of options 6 years 6 years 6 years 

The effects of applying SFAS No. 123 and the results obtained 
through the use of the Black-Scholes option pricing mode! are 
not necessarily indicative of future values. 

PROFIT SHARING PLAN 

The Company has a profit sharing plan with a 401 (k) salary 
deferral feature for eligible domestic employees. The terms of 
the plan call for annual contributions by the Company as 
determined by the Board of Directors, subject to certain 
limitations. The profit sharing plan may be terminated at the 
Company's discretion. Provisions of $41, $39 and $31 have been 
charged to earnings in 1998, 1997, and 1996, respectively. 












SEGMENTS 

As a result of the adoption of SFAS No. 131 - Disclosures About 
Segments of an Enterprise and Related Information, segment 
information for 1997 and 1996 has been restated to conform 
to the 1998 presentation. 

The Company's reportable segments are Toys"R"Us - United 
States and Toys"R"Us - International. Divisions that do not meet 
quantitative reportable thresholds are included in the category 
classified as Other. This category is comprised of the Kids"R"Us 
and Babies"R"Us divisions. Toys"R"Us - United States operates toy 
stores in 49 states and Puerto Rico and Toys''R''Us - International 
operates or franchises toy stores in 26 countries outside the 
United States. Information on segments and a reconciliation to 


(loss)/income before income taxes, are as follows: 

Year ended 

January 30, 

January 31, 

February 1, 


1999 

1998 

1997 

Sales 

Toys"R''Us - USA 

$ 6,581 

S 6,814 

$ 6,336 

Toys''R"Us - International 

2,996 

2,867 

2,781 

Other 

1,593 

1,357 

815 

Total" 

$11.178 

$ 11,038 

~T 9,932 

Operating Profit 

Toys"R"Us - USA 

$501 

$ 654 

$650 

Toys"R"Us - International 

146 

165 

126 

Other 

59 

41 

48 

General corporate 

expenses 

(21) 

(16) 

(10) 

Interest expense, net 

(93) 

(72) 

(81) 

Restructuring & other charges 

(698) w 

- 

(60)*’ 

(Loss)/earnings before taxes 
on income 

$ (106) 

$ 772 

$ 673 

Identifiable Assets 

Toys"R"Us - USA 

$ 5,075 

$ 5,193 

$ 3,889 

Toys''R"Us - Internationa! 

2,095 

2,282 

2,346 

Other 

303 

243 

993 

Corporate' 0 

426 

245 

795 

Total 

S 7,899 

$ 7,963 

$ 8,023 


(a) The Company recorded charges of $698 ($508 net of tax benefits) for 
restructuring and Other charges. 

(b) Arbitration award charge of $60 ($58 net of tax benefits). 

(c) Consists primarily of cash and cash equivalents. 

ACQUISITION 

On February 3, 1997, the Company acquired all of the outstanding 
common shares of Baby Superstore, Inc. ("Baby Superstore") for 
13 shares of its treasury stock valued at approximately $376. This 
acquisition was accounted for as a purchase as at February 1, 

1997. The excess of purchase price over net assets acquired of 
$365 has been recorded as goodwill and is being amortized on a 
straight-line basis over 40 years. 


RESTRUCTURING AND OTHER CHARGES 

On September 16, 1998, the Company announced strategic 
initiatives to reposition its worldwide business. The cost to 
implement these initiatives, as well as other charges resulted in a 
total charge of $333 ($266 net of tax benefits, or $1.00 per share). 
The Company determined that the strategic initiatives required a 
restructuring charge of $294 to close and/or downsize stores, 
distribution centers and administrative functions. This worldwide 
plan includes the closing of 50 toy stores in the International 
division, predominately in continental Europe, and 9 in the 
United States that do not meet the Company's return on 
investment objectives. The Company will also close 31 Kids"R"Us 
stores and convert 28 nearby US toy stores into combination 
stores in the new C-3 format discussed below. Combination 
stores include toys and an apparel selling space of approximately 
5,000 square feet. Other charges consist primarily of changes in 
accounting estimates and provisions for legal settlements of $39 
recorded in selling, general and administrative expenses. Of the 
total restructuring and other charges, $149 relates to domestic 
operations and $184 relates to International operations. 
Remaining reserves of $149 should be utilized in 1999, with 
the exception of long-term lease commitments, which will be 
utilized in 1999 and thereafter. 

Also on September 16, 1998, the Company announced mark- 
downs and other charges to cost of sales of $345 ($229 net of 
tax benefits, or $.86 per share). The Company has designed a 
new store format called C-3. The Company plans to convert 
approximately 200 US toy stores to the new C-3 format in 1999. 
Of this charge, $253 related to markdowns required to clear 
excess inventory from its stores so the Company can proceed 
with its new C-3 store format on an accelerated basis. Another 
component of the charge was inventory markdowns of $29 
related to the closing and/or downsizing of stores discussed 
above. The Company also recorded charges to cost of sales of 
$63 related to inventory system refinements and changes in 
accounting estimates. Of these charges, $288 relate to domestic 
operations and $57 relate to International operations. Remaining 
reserves of $107 are expected to be utilized in 1999. 

Additionally, in the fourth quarter of 1998 the Company recorded 
a charge of $20 ($13 net of tax benefits, or $.05 per share), 
related to the resolution of third party claims asserted from 
allegations made by the Federal Trade Commission. This charge 
was in addition to a $15 charge relating to the same matter, 
included in the charges mentioned above. (See Other Matters). 
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At January 30, 1999, the Company had approximately $45 of 
liabilities remaining for its restructuring program announced 
in 1995 primarily relating to long-term lease obligations. 

The Company believes that reserves are adequate to complete 
the restructuring and other programs described previously. 

On July 12, 1996, an arbitrator rendered an award against the 
Company in connection with a dispute involving rights under a 
1982 license agreement for toy store operations in the Middle 
East. Accordingly, the Company recorded a provision of $60 
during 1996, ($38 net of tax benefits, or $.14 cents per share), 
representing all costs in connection with this matter. 

OTHER MATTERS 

On May 22, 1996, the Staff of the Federal Trade Commission 
(the "FTC") filed an administrative complaint against 
the Company alleging that the Company is in violation of 
Section 5 of the Federal Trade Commission Act for its practices 
relating to warehouse clubs. The complaint alleges that the 
Company reached understandings with various suppliers 
that such suppliers not sell to the clubs the same items 
that they sell to the Company. The complaint also alleges 
that the Company "facilitated understandings" among the 
manufacturers that such manufacturers not sell to clubs. The 
complaint seeks an order that the Company cease and desist 
from this practice. The matter was tried before an administrative 
law judge in the period from March through May of 1997. On 
September 30, 1997, the administrative law judge filed an Initial 
Decision upholding the FTC's complaint against the Company. 

On October 13, 1998, the FTC issued a final order and opinion 
upholding the FTC's complaint against the Company. 

The Company has appealed the FTC's decision to the United States 
Court of Appeals for the Seventh Circuit. 


District of Columbia and Puerto Rico have filed a suit against the 
Company in their capacity as representatives of the consumers of 
their states, alleging that the Company has violated federal and 
state antitrust laws as a consequence of the behavior alleged 
in the FTC complaint. These suits seek damages in unspecified 
amounts and other relief under state and/or federal law. 

The Company believes that it has always acted fairly and in the 
best interests of its customers and that both its policy and its 
conduct in connection with the foregoing have been and are 
within the law. However, to avoid the cost and uncertainty of 
protracted litigation the Company has reached an agreement 
in principle to settle all of the class action and attorney 
general lawsuits in a manner which will not have a material 
adverse effect on its financial condition, results of operations 
or cash flow. The Company has accrued all anticipated costs 
relating to this matter as of January 30, 1999. 


After the filing of the FTC complaint, several class action suits 
were filed against the Company in State courts in Alabama 
and California, alleging that the Company has violated certain 
state competition laws as a consequence of the behavior 
alleged in the FTC complaint. After the Initial Decision was 
handed down, more than thirty purported class actions were 
filed in federal and state courts in various jurisdictions alleging 
that the Company has violated the federal antitrust laws as a 
consequence of the behavior alleged in the FTC complaint. 

In addition, the attorneys general of forty-four states, the 


Some of the most popular 
electronic systems, video games 
and computer software are 
seen first at Toy s 11 R” Us! 




REPORT OF MANAGEMENT 

Responsibility for the integrity and objectivity of the financial 
information presented in this Annual Report rests with the 
management of Toys"R"Us. The accompanying financial 
statements have been prepared from accounting records which 
management believes fairly and accurately reflect the operations 
and financial position of the Company. Management has 
established a system of internal controls to provide reasonable 
assurance that assets are maintained and accounted for in 
accordance with its policies and that transactions are recorded 
accurately on the Company's books and records. 

The Company's comprehensive internal audit program provides 
for constant evaluation of the adequacy of the adherence to 
management's established policies and procedures. The 
Company has distributed to key employees its policies for 
conducting business affairs in a lawful and ethical manner. 

The Audit Committee of the Board of Directors, which is 
comprised solely of outside directors, provides oversight to the 
financial reporting process through periodic meetings with our 
independent auditors, internal auditors and management. 

The financial statements of the Company have been audited by 
Ernst & Young LLP, independent auditors, in accordance with 
generally accepted auditing standards, including a review of financial 
reporting matters and internal controls to the extent necessary to 
express an opinion on the consolidated financial statements. 

Robert C. Nakasone Louis Lipschitz 

Chief Executive Officer Executive Vice President 

and Chief Financial Officer 



REPORT OF INDEPENDENT AUDITORS 

The Board of Directors and Stockholders 
Toys"R"Us, Inc. 

We have audited the accompanying consolidated balance sheets 
of Toys"R"Us, Inc. and subsidiaries as of January 30, 1999 and 
January 31, 1998, and the related consolidated statements of 
earnings, stockholders' equity and cash flows for each of the 
three years in the period ended January 30, 1999. These financial 
statements are the responsibility of the Company's management. 
Our responsibility is to express an opinion on these financial 
statements based on our audits. 

We conducted our audits in accordance with generally accepted 
auditing standards. Those standards require that we plan and 
perform the audit to obtain reasonable assurance about 
whether the financial statements are free of material 
misstatement. An audit includes examining, on a test basis, 
evidence supporting the amounts and disclosures in the 
financial statements. An audit also includes assessing the 
accounting principles used and significant estimates made by 
management, as well as evaluating the overall financial 
statement presentation. We believe that our audits provide a 
reasonable basis for our opinion. 

In our opinion, the financial statements referred to above 
present fairly, in all material respects, the consolidated 
financial position of Toys"R"Us, Inc. and subsidiaries at 
January 30, 1999 and January 31, 1998, and the consolidated 
results of their operations and their cash flows for each of the 
three years in the period ended January 30, 1999, in conformity 
with generally accepted accounting principles. 


New York, New York 
March 10, 1999 
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Quarterly Financial Data and Market Information 

TOYS"R"US, INC. AND SUBSIDIARIES 


Quarterly Financial Data 

(fn millions except per share data) 

The following table sets forth certain unaudited quarterly 
financial information. 



First 

Second 

Third 

Fourth 


Quarter 

Quarter 

Quarter 

Quarter 

1998 





Net Sales 

$2,043 

$ 2,020 

S 2,171 

$ 4,936 

Cost of Sales 

1,417 

1,390 

1,831 

3,553 

Net Earnings/(Loss) 

19 

14 

mr 

31 0' M 

Basic Earnings/(Loss) 
per Share 

$ .07 

$ .05 

$ (1.85) 

$ 1.23 

Diluted Earnings/(Loss) 
per Share 

$ .07 

$ .05 

$ (1.85) 

$ 1.23 

1997 





Net Sales 

$ 1,924 

$ 1,989 

S 2,142 

$ 4,983 

Cost of Sales 

1,326 

1,355 

1,455 

3,574 

Net Earnings 

29 

37 

46 

378 

Basic Earnings per Share 

$ 0.10 

$ 0.13 

S 0.16 

$ 1.33 

Diluted Earnings per Share 

$ 0.10 

S 0.13 

$ 0.16 

$ 1.32 


(a) Third quarter results include restructuring and other charges of $678 
($495 net of tax benefits, or £1.86 per share). 

(b) Fourth quarter results include provisions for legal settlements of £20 
($13 net of tax benefits, or £.05 per share). 


Market Information 

The Company's common stock is listed on the New York Stock 
Exchange. The following table reflects the high and low prices 
(rounded to the nearest one-sixteenth) based on New York Stock 
Exchange trading since February 1, 1997. 

The Company has not paid any cash dividends, however, the 
Board of Directors of the Company reviews this policy annually. 

The Company had approximately 31,200 Stockholders of Record 
on March 9, 1999. 



High 

Low 

1997 1st Quarter 

29 7/8 

24 1/2 

2nd Quarter 

34 13/16 

28 1/4 

3rd Quarter 

37 i/e 

29 1/8 

4th Quarter 

35 7/t6 

24 7/8 

1998 1st Quarter 

30 ?/8 

25 7/8 

2nd Quarter 

29 1/2 

22 5/16 

3rd Quarter 

23 13/16 

15 5/8 

4th Quarter 

21 1/2 

14 7/16 


Store Locations 

Stores Across the United States T0YS"R r 'US international - 452 



Toys 

Kids, 

Babies 


Toys 

Kids 

Babies 



Alabama 

8 

1 

2 

Nebraska 

3 

1 

- 

Australia - 24 

Netherlands - 9 W 

Alaska 

1 

- 

- 

Nevada 

4 

- 

2 

Austria - 8 

Portugal - 6 

Arizona 

11 

- 

2 

New Hampshire 

5 

2 

- 

Belgium - 3 

Saudi Arabia - 3 ( " 

Arkansas 

4 

- 

- 

New Jersey 

26 

18 

7 

Canada - 64 

Singapore - 4 

California 

87 

23 

8 

New Mexico 

4 

- 

- 

Denmark - 10 W 

South Africa - 8 (3) 

Colorado 

11 

- 

2 

New York 

46 

23 

3 

France - 44 

Spain - 29 

Connecticut 

11 

6 

- 

North Carolina 

16 

1 

5 

Germany - 59 

Sweden - 5 

Delaware 

2 

1 

1 

North Dakota 

1 

- 

- 

Hong Kong - 5 (i ° 

Switzerland - 5 

Florida 

47 

10 

10 

Ohio 

33 

18 

6 

Indonesia - 3 W 

Taiwan - 6 (a) 

Georgia 

18 

4 

6 

Oklahoma 

5 

- 

1 

Israel - 5 (3) 

Turkey - 5 W 

Hawaii 

1 

- 

- 

Oregon 

8 

- 

1 

Japan - 76 (b) 

United Arab 

Idaho 

2 

- 

- 

Pennsylvania 

33 

15 

3 

Luxembourg - 1 

Emirates - 4 W 

Illinois 

34 

19 

5 

Rhode Island 

1 

1 

1 

Malaysia - 5 W 

United Kingdom - 61 

Indiana 

13 

7 

2 

South Carolina 

9 

- 

3 



Iowa 

8 

1 

_ 

South Dakota 

2 

_ 

_ 

(a) Franchise or joint venture. 

Kansas 

5 

1 

1 

Tennessee 

14 

2 

4 

(b) 80 % owned. 


Kentucky 

8 

- 

1 

Texas 

54 

9 

13 



Louisiana 

11 

- 

1 

Utah 

6 

3 

1 



Maine 

2 

1 

1 

Vermont 

1 

- 

- 



Maryland 

19 

9 

3 

Virginia 

22 

7 

7 



Massachusetts 

19 

6 

1 

Washington 

14 

- 

1 



Michigan 

25 

13 

5 

West Virginia 

5 

- 

- 



Minnesota 

12 

2 

1 

Wisconsin 

10 

3 

- 



Mississippi 

5 

- 

- 







Missouri 

13 

5 

3 

Puerto Rico 

4 

- 

- 



Montana 

1 

- 



704 

212 

113 















Corporate Data and Citizenship 

TOYS" R"US, INC. AND SUBSIDIARIES 


Annual Meeting 

The Annual Meeting of the Stockholders 
of Toys"R''Us will be held at the 
Westin Hotel Atlanta North at Perimeter, 
7 Concourse Parkway 
in Atlanta, Georgia, on 
June 9, 1999 at 10:00 A.M. 

Th« Offices of The 
Company are Located at 

461 From Road 
Paramus, New Jersey 07652 
Telephone: 201-262-7800 

225 Summit Avenue 
Montvale, New Jersey 07645 
Telephone: 201-802-5000 

General Counsel 

Cadwalader, Wickersham & Taft 

100 Maiden Lane 

New York, New York 10036 


Independent Auditors 

Ernst & Young LLP 
787 Seventh Avenue 
New York, New York 10019 

Registrar and Transfer Agent 

American Stock Transfer and 
Trust Company 
40 Wall Street, 

New York, New York 10005 
Telephone: 718-921-8200 

Common Stock Listed 

New York Stock Exchange, Symbol: TOY 
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Undoubtedly, 
the brand 
kids love 
most? 


Stockholder Information 

The Company will supply to any owner of 
Common Stock, upon written request to 
Mr. Louis Lipschitz of the Company at the 
above address and without charge, a copy 
of the Annual Report on Form 10-K for the 
year ended January 30, 1999, which has 
been filed with the Securities and 
Exchange Commission. 

Stockholder information, including 
quarterly earnings and other corporate 
news releases, can be obtained by calling 
800-785-TOYS, or at our web site on the 
internet at www.toysrus.com 


Significant news releases are anticipated 
to be available as follows: 


Call after... 

May 17, 1999 
Aug. 16, 1999 
Nov. 15, 1999 
Jan. 6, 2000 
Mar. 8, 2000 


For the following.. 

1st Quarter Results 
2nd Quarter Results 
3rd Quarter Results 
Holiday Sales Results 
1999 Results 


Corporate Citizenship 

Toys"R"Us maintains a company-wide 
giving program focused on improving the 
health care needs of children by support¬ 
ing many national and regional children's 
health care organizations. The Counsel on 
Economic Priority awarded Toys"R"Us the 
Pioneer Award in Global Ethics. This award 
was the direct result of the implementa¬ 
tion of our Code of Conduct for suppliers 
which outlines the Company's position 
against child labor and unsafe working 
conditions. In order for a vendor's product 
to be sold in any of our stores, they must 
comply with our Code of Conduct. If you 
would like to receive more information on 
Toys"R"Us' corporate citizenship please 
write to Mr. Roger Gaston of the Company 
at the Company's address. 


Visit us on the internet at 
www.toysrus.com. 





msjrss 



